F47444iT44444444444444444444444444T444444444444444444444T4444444Agggggggggggggffggggg;]j

Approved For Release 2007/06/14 : CIA-RDP84B00049R001700080014-6
LENINRAL LINICLLIVENLE AGENULY

Directorate For Intelligence

5 January 1982

JAPAN: Headed for a Record Trade Surplus

Japan's strong showing in 1981 will set the stage for a
record trade and current account surplus this year. Although
export growth has been moderating, imports have also been
declining because of energy conservation, sluggish domestic
demand, and falling raw material prices. Imports will pick up
this year, but the increase will not match the moderate boost
_ expected on the export side and as a result Japan should record
an $18 billion current account surplus. | 25X1

Tokyo has recently announced a trade policy package to deal
with the mounting criticism over Japan's rising surplus. The
plan includes both long- and short-term measures but will only
have a marginal impact on the 1982 surplus and will not '
substantially change Japan's agricultural nontariff barriers. [ | %g§1

“Results for 1981

. Japan's current account surplus probably reached $7 billion
last year, compared with an $11 billion deficit in 1980.  On the
strength of ship, motor vehicle, and consumer electronics
exports, volume probably increased 11 percent, below .the 1980
pace of 18 percent but fast enough to _expand Japan's share of
world trade. While sales to the United States, Western Europe,
and OPEC recorded substantial gains, the targest increase was to
Latin America, with a 25 percent jump in automobile exports.
This move reflects efforts by Japanese producers to counter the
impact of automobile restraint agreements with the US and EC.

25X1

This memorandum was prepared by ‘ Japan Branch, Northeast Asia 25X1
Diviston, Office of East Asian Analysis. Information available as of 4 January
1982 was used in its preparation. . Comments and «queries are welecome and may be
irected to the Chief, Japan Branch, Northeast Asia Division, OFA,
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Japan's export success can be attributed to continued
improvements in its price competitiveness. Yen depreciation
against the dollar and a relatively small increase in unit Tlabor
costs produced a 10 percent improvement in Japan's competitive
position in January-November 1981, measured by its price
adjusted, trade-weighted exchange rate. In practical terms,
Japanese producers took advantage of the yen's fall by lowering .
dollar export prices 6 percent through OctoberJ 25X1

On the import side, volume declined 2.5 percent because of
higher import prices, sluggish domestic demand, and energy
conservation. O0il imports fell nearly 10 percent reflecting
Japan's shift toward coal, low output levels in energy intensive
industries, and favorable weather in 1980 and 1981. The current
slump in such raw-material intensive industries as aluminum
resulted in a decline in both the volume and value of raw
material imports and a drawdown in inventories. ‘ 25X1-

Outlook for 1982

We expect Japan's trade and current account surplus to
increase even more in 1982, reaching $35 billion and $18 billion
respectively. Such results would exceed the previous records of
$25 billion and $17 billion posted in 1978. Our forecast assumes
that world trade will expand roughly 5 percent, and that the yen
will ‘appreciate somewhat. . 25X1

Export growth while remaining strong will continue to
decelerate because of trade barriers and sluggish economies in
key market countries. Volume should expand 8 percent.

-- With huge order backlogs, exports of'ships should
' increase by nearly 20 percent.

-~ Consumer electronic exports should jump 20-25 percent.
This growth will be paced by sales of video tape
recorders (VTR's) and television sets. Sales of VTR's
alone should nearly double. ' :

-- Motor vehicle exports should grow by 7 percent in value
and 3 percent in volume. Although Japan is increasing
shipments of high-priced luxury models to the United
States, higher sales of the less~- expens1ve models 1in
other markets should keep the increase in unit value to 4
percent on average.

25X1
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-- Iron and steel exports should post 1ittle gain because of
sluggish demand and increased competition from South
Korea and Taiwan in the common grades of carbon steel.
Steel export volume should remain at about 28 million
metric tons with prices relatively unchanged.

-- Chemical exports are likely to decline by about 5 percent
in volume terms, in part because US and Canadian
producers are eating into Japan's traditional market in
Southeast Asia. 25X1

Some Rebound in Imports

We expect import volume to bounce back this year; the
increase should approximate 4 percent. The underlying reason for
this growth is.-a general, albeit small, improvement in domestic
Japanese demand. Japan's import bill should expand about 7 -
percent in value, reaching nearly $136 billion.’

-~ Mineral fuel imports, accounting for more than half of
Japan's dimport bill, will increase about $3.5 billion.
In volume terms, o0il imports should increase 2 percent
because of some pickup in economic activity. Coal
“conversion in the cement and steel industries, should
push imports of coal up 8 percent.

-- Agricultural imports (10 percent of total imports) will
increase by about 4 percent in volume and value.

-~ Because inventory adjustment has largely run its course
and industrial production should increase about 3
percent, raw material imports (about 20 percent of total
imports) should grow 4 percent in volume; with world
markets still soft we expect at best a 5 percent increase
in price. o . S '

-- Manufactured imports (20 percent of imports) should
increase by 11 percent in value as both private -
consumption and business investment pickup. Volume
should grow about 3 percent.‘ 25X1

The Bilateral Surplus

.

Japan's trade surplus with the United States will also
continue to increase. Through November, Japan's trade surplus
with the United States was $15 billion, compared to $9 billion

25X1
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last year; it could reach $17 billion in 1981 and expand at least .
another several billion do11ars in 1982. The mounting surplus’
largely reflects the yen's 10 percent depreciation against the
dollar since January. Japanese competitiveness has actually
increased faster in the US than in other markets. The
depreciation, at the same time, has retarded imports from the
United States. Export price increases, particularly for motor
vehicles, and increased shipments of consumer electronics will
push export revenue higher in 1982. At the same time, weak

prices for agricultural products, accounting for about 30 percent
of Japan's imports from the Un1ted States, will keep the 11d on
the bilateral import bill. | | 25X1

“Uncertainties

If anything, our estimate of the current account is _
conservative. We expect Japanese oil imports to increase.?2
percent, but they may not reach that level if Tokyo allows some
inventory drawdowns or industry continues to make gains in
conservation. In that event, Japan's import bill would come in
several billion dollars below our estimate. On the export side,
if the US car market recovers, Japanese shipments could expand
faster than we expect. | | . 25X1

‘The downside risk is the depth and duration of the recession
in the 0ECD. If world trade does not expand 5 percent as we have
assumed, Japan's export receipts will be lower. Because of yen
depreciation and low inflation, however, Japan's market share
would not suffer proportionately with a dropoff in world
imports. Moreover, lower export prospects would also trim import
demand part1cu1ar]y for raw materials. A1l th1ngs considered, if
world trade were to increase only three percent in 1982 we wou]d»
expect Japan to post a $15 billion current account surplus.

Tokyo's Reaction

Tokyo has recently adopted a five point trade policy package
in order to reduce the trade surplus and ease trade friction with
the United States and the EC. The announced measures are
designed to promote imports but will only have a marginal impact
on Japan's 1982 trade surplus. The package includes:

-- An acceleration of tariff cuts agreed to in the Tokyo
"Round.

-- Subsidies for raw material stockpiling even though

25X1
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Japanese companies probably would have rebuilt
inventories anyway.

-- $330 million in funds already in the budget for increased .
0il reserves.

-~ A maximum of $500 million in foreign currencv loans for
emergency imports on the condition that the yen
appreciates.

-- A reported $90 million could be available to purchase
fore1gn grain to be used as food aid. 25X1

The plan also makes some vague promises for 1ong'term__

- solutions to the trade problem, such as improvements in import
inspection procedures. These measures, however, are only under
review and more details are expected in late January. Specific
proposals under consideration include the acceptance of foreign
test data for cosmetics, pharmaceut1ca]s food additives, and
automobiles. Substant1a1 changes in agricultural quotas, which _
would require a political decision on Suzuki's part, are '
unlikely. 25X1

25X1
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Japan: Current Accdunt and Trade Balances (Bi]lions of US $

% Change . % Change

1980 in Price in Volume 1081 in Price in Volume 1982
Exports 125.9 7 11 149.5 6 8 171.1
Imports 124.2 5 -2.5 127.1 3 4 136.1
Trade ,
Balance 1.7 v 22.4 , 35
Services _ :
& Transfers -12.9 -15.5 -16.5
Current Account ‘
Balance - =11.2 6.9 18.5
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